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ILLINOIS COMMERCE COMMISSION
DOCKET 01-0432
SURREBUTTAL TESTIMONY OF LEONARD M. JONES

NOVEMBER 14, 2001

L. Introduction and Purpoese of Testimony

Please state your name, business address, and present position.
Leonard M. Jones, 500 South 27th Street, Decatur, Hlinois 62521. I am Director —~
Business Planning and Forecasting for Illinois Power Company.
Have you previously submitted testimony and exhibits in this proceeding?
I previously submitted IP Exhibits 6.1 through 6.13.
What additional evidence are you submitting at this time?
[ am submitting IP Exhibit 6.14 which is my surrebuttal testimony, along with IP Exhibit
6.15, which was prepared under my supervision.
What is the purpose of your surrebuttal testimony?
The purpose of my rebuttal testimony is to respond to portions of the direct testimony of
Staff witnesses Lazare and Haas, IIEC witnesses Stephens and Phillips, and People of
the State of [linois (“AG”YCitizens Utility Board (“CUB”) witness Smith conceming
billing determinants and rate design issues.

11 Billing Determinants
HEC witness Phillips states that he believes that IP Ex. 6.8 is more accurate than IP Ex.

6.4, but there is not adequate time to verify all the results of the corrections, changes
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and updates. (IIEC Ex. 6, pp. 13-14) Please comment.

The change in billing demands (from 12 month maximum demands to monthly maximum
dernands) was the largest change to the billing determinants, and had the largest impact
on the “present” revenue calculation (as shown in IP’s response to IIEC Data Request
Item Number 143, Attachment 143-1, which I have included as IP Exhibit 6.15). This
single change represents $10.3 million of the $10.9 million change to present revenues,
or nearly 95% of the revenue impact, resulting from alt the billing determinant changes.
Similar values were presented in the response to IIEC Data Request Item 81, which
was sent to I[IEC on September 26, 2001. Other changes to the billing determinants
were minor in comparison, and by themselves may not have warranted any change at
all. In short, the change in the billing demands explains virtually all of the revenue impact
resulting from the corrections to billing determinants. The last change to billing
determinants was as a result of accepting Mr. Effron’s adjustment to billing
determinants. I would also like to note that the billing demand change did not impact
the ECOSS presented by IP witness Althoff.

Mr. Phillips states that “IP Exhibit 6.8 contains lower per unit rates for most elements of
the over 1,000 kW segment of the demand metered rate class compared to IP Exhibit
6.4. However, the percentage increase for the demand metered class on IP Exhibit 6.8
is approximately three times as large as the stated percentage increase on IP Exhibit
6.4, even though the per unit rates are lower. This anomaly is not explained by witness

Jones” (IIEC Ex. 6, p. 15). Please respond.

The primary reason for the difference between the percentage increase identified mn IP
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Exhibit 6.4 and the percentage increase identified in IP Exhibit 6.8 is the change in
present revenue caused by the correction to billing demands. As discussed above, the
error in billing demands caused present revenue to be $10.3 million too high, which
understates the difference from “proposed” revenue in the calculation of a percentage
change. In addition, this also understates the denominator used to calculate the
percentage change. Further, a comparison of IP Exhibit 6.4 to IP Exhibit 6.8 (as shown
in IP Exhibit 6.15) shows that the difference in p;oposcd revenue for the non-residential
e

demand metered customer group 1s $£*2{ million, or 2.3%, higher than that proposed in
our direct filing. Thus, the proposed revenue requirement target for this class has not
changed significantly from the June | filing. Further, the difference in proposed revenue
for demand metered customers 1,000 kW and over 1s Si:;million, or 12.7%, less in
rebuttal (IP Ex. 6.8) compared to direct (IP Ex. 6.4). Finally, the reason for the lower
rates for most rate elements was explained in my rebuttal testimony (IP Exhibit 6.6, pp.
10-13). In essence, rather than eliminating a subsidy provided by the smaller demand
metered customers to the large demand metered customers, the Company has
proposed in rebuttal to continue the subsidy, but to a lesser degree than what is
provided under current rates.

Mr. Lazare also raises a concern about the number of changes to the billing
determinants, and seeks to direct the Company to provide a full explanation of, and

support for, proposed billing determinants in its next rate proceeding. (Staff Ex. 14.0,

page 26) Please respond.

As discussed above, the most significant change to the billing determinants was the
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correction in the billing demands used for the demand charge from 12 month maximum
demands to monthly maximum demands. Other changes to the billing determinants
were minor in comparison, and by themselves may not have warranted any change at
all. As for Mr. Lazare’s request for an explanation of the proposed billing determinants
in its next rate proceeding, the Company would not object. The Company did provide
billing determinant workpapers to Staff in response to Staff Data Request AD-01
shortly after the Company’s direct filing on June 1.

III. Rate Design
Please respond to Mr. Lazare’s statement that the Company should have explained the
non-residential rate design in direct testimony. (Staff Ex. 14.0, p. 22)
First, | note that Mr. Lazare does not really quibble with my presentation substantively.
Rather, he seems to wish merely that I had presented it earlier. Save for a few changes
that reflect my agreement with certain Staff and Intervenor Testimony, however, none of
the information provided in rebuttal was new. This information could have been
obtained from the Company’s responses to data requests and our workpapers. To the
extent Mr. Lazare still was unsure of our methodology, he could have asked clarifying
questions, He apparently did none of this. All this said, IP is willing to provide a similar
write-up in its direct case in subsequent rate cases.
A. Residential Rates
What comments have Staff and intervenor witnesses made regarding the residential rate

design described in your rebuttal?

Both Mr. Lazare and Ms. Smith accept the Company’s proposed facilities charges, but
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there continue to be differences on the structure of the delivery charge. Ms. Smith
proposes a different two block delivery charge, while Mr. Lazare proposes a flat
delivery charge. (Staff Ex. 14.0, p. 18; AG/CUB Ex. 3, pp. 3-4)

Ms. Smith claims that the Company proposes to implement winter and summer price
differentials in the pricing of the residential delivery charge. Is this correct?

No. The Company’s proposal, which modifies Ms. Smith’s proposal from Direct,
seeks to use a single, load-weighted price diffcreﬁtial of 1.4 cents’kWh as discussed on
page 6 of my rebuttal testimony. In her direct testimony, Ms. Smith stated that “the
price differential between the block rates, should be the same in the delivery service rate
and the bundled rates” (AG/CUB Ex. 1, p. 20), and that “current rates also have two
blocks, with the same block sizes, but the rate reduction from the first to the second
block is only $.0085”. (AG/CUB Ex. 1, p. 11). It appeared that Ms. Smith
overlooked the winter rate differential in her direct testimony. Now that the winter rate
is recognized, Ms. Smith seems to move away from her original proposal, and holds fast
to a differential of only $0.008, which is equal to the 4 month summer billing season
bundled rate differential. It should be noted that while the Company’s proposed 1.4
cenkWh delivery charge differential is larger than what the Company originally
proposed and is higher than the “cost based” differential, the proposed Facilities
Charges are below cost for multi and single family service (by $1.17/month or 16.4%
and S0.29/month or 3.5%, respectively), and above cost for three-phase service (by

$2.66/month or 19.9%). Thus, on balance, the total rate design produces results close

to the cost basis, with a bias toward above cost Facilities Charge being charged to the
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larger residential customer (i.e. those more likely to be served by three-phase service).
The first block of the delivery charge may be slightly above cost for the small use
customers, but the Facilities Charge that would apply to these customers are below
cost.
Has Mr. Lazare offered arguments that persuade you not to use a declining block rate
for the residential delivery charge?
No. First, Mr. Lazare ignores Ms. Smith’s reason for proposing a declining block
delivery rate. Ms. Smith testifies that rate impacts will be minimized if the rates are
similar to bundled rates {AG/CUB Ex. 1, p. 14). Specifically, she recommends that
“the rate design, that is the customer charge and the price differential between the block
rates, should be the same in the delivery service rate and the bundled rates”. (AG/CUB
Ex. 1, p. 20)

Second, Mr. Lazare criticizes the Company’s hypothetical example provided in
IP Exhibit 6.12. Mr. Lazare questions whether the scenarios represent the actual costs
incurred on the JP system. The use of the designs at 300 kWh and 3,000 kWh were in
response to Mr. Lazare's example on page 38 of Staff 5.0, where he stated that “it
would be reasonable to assume that a customer using 3,000 kWh per month would
require larger secondary facilities than a customer using 300 kWhs per month”. IP
Exhibit 6.12 was presented to show that while the total cost to serve the 3,000
kWh/month customer is indeed higher, on a cost per kWh basis, the smaller customer is

more expensive to serve. A typical customer would use less than 1,350 kWh/month

(85% of IP residential customers use less than this amount). For these customers, the
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facilities used to serve the 300 kWh customer would be adequate, with the exception of
the need for the next largest transformer, resulting in an increase in cost of $168, or
$0.00027 per kWh (assuming 1,000 kWh/month). While there is some difference in
total costs for the hypothetical examples, the costs for the few groups within the
residential class are fairly homogeneous.

What about the other factors that Mr. Lazare mentions, such as that the smaller usage
group potentially includes a higher percentage of apartment dwellers and mobile home
residents who are closer in proximity, or that larger-use consumers presumably live in
less densely spaced dwellings and because of their distance from other customers may
need more secondary facilities? (Staff Ex. 14.0, p. 19)

These factors do not warrant a flat Delivery Charge. The examples I have provided
indicate that the cost of providing “secondary” service is predominantly fixed in nature.

Under a flat rate structure, the cost of secondary facilities would be recovered from all
customers on a uniform average rate per kWh. The following data will illustrate the
inappropriateness of this rate structure. Using data from [P Exhibit 6.10, schedule 2,
item 1, page 7, the average cost per kWh of residential secondary is $0.00296/kWh
($15.45 million / 5.215 billion kWh). A 300 kWh/month customer would pay
$10.66/year for secondary facilities under Mr. Lazare’s proposal. Similarly, a 3,000
kWh/month customer would pay $106.65/year for secondary facilities under a flat rate.
Yet, as demonstrated in [P Exhibit 6.12, the costs of serving a group of customers with
small loads compared to serving a group of customers with the larger loads do not

move in lockstep with the increased consumption. The incremental cost of providing
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service is not equal to the average cost per kWh. Further, it is not typical to serve 6
customers from a 10 kVA transformer. The average is only 1.2 customers. Thus, the
typical cost to serve small customers may very well be higher than that shown n IP
Exhibit 6.12.

Is there a rate-making inconsistency, as Mr. Lazare contends, by using the Company’s
approach (i.e., recovery of secondary costs in an initial block)?

While secondary costs are allocated based on ®MW demands to the various rate
groups in the ECOSS, it does not change the fact that secondary costs for residential
customers predominantly consist of the costs to connect the customer to the system
regardless of histher actual load.

Also, for residential and small commercial custorners, distribution planners often

do not know the exact load size that the customers will be. Default assumptions are
used that tend to give rise to a system whose costs per customer are closer to a class
average.
Ms. Smith also continues to argue against using the secondary voltage costs as the basis
for a Delivery Charge rate differential by listing a series of objections. She states that IP
Exhibit 6.12 is extrernely hypothetical, has questionable assumptions, does not appear
to represent typical distribution facilities, and does not justify IP’s position on rate
design for recovery of local distribution costs. (AG/CUB Ex. 3, pp. 4-6) Please
respond.

As discussed above, IP Exhibit 6.12 shows the costs for hypothetical customers based

on Mr. Lazare’s example provided in his direct testimony. Nevertheless, the exhibit 1s
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intended to show two extremes. If the exhibit were revised to demonstrate the cost of
an “average™ or “typical’” design, or set of designs, it would lead to the same conclusion:
the cost of residential secondary voltage systems is not significantly driven by demand
(as measured in cents’kWh), and the cost of serving various customer groups is not
significantly different (as measured in cents/kWh). Also, it would be impractical for
residential rate design to attempt to fit every unique possibility. Rather, it is more
reasonable to develop rates that fit the majority of customers.

B. Small Use General Service

Mr. Lazare also opposes a declining block delivery charge for Small Use General
Service customers, for the same reasons discussed above for residential customers.
(Staff Ex. 14.0, p. 23) Please respond.

The average Small Use General Service customer uses less than the average residential
customer, and under the tariff definitions cannot use more than 61 kWh per day in a
summer billing month. Also, these customers are businesses, and therefore have less
potential to share facilities than the residential class. As a result, these customers tend to
be even more homogeneous than residential customers. Thus, the reasons that support
using a declining block delivery charge for the residential class are even stronger with
respect to the Small Use General Service customers.

What facilities and metering charge has Mr. Lazare proposed for the Small Use General
Service customer?

An examination of Staff Exhibit 14.4 indicates that Mr, Lazare for the most part appears

to follow the Company’s recommended metering charges. However, Mr. Lazare’s




194

195

196

197

198

199

200

201

202

203

204

205

206

207

208

209

210

211

212

213

214

215

17.

IP Exhibit 6.14
Page 10 of 27

proposed facilities charges are based on the single and three phase service relative to
the total facilities revenue proposed by the Company, but scaled back to a level below
the Company’s facilities cost of service. Should the Commission decide to use cost-
based rates for facilities charges, these rates are present on IP Exhibit 6.10, schedule 2,
itemn 1, page 5, column 6. Mr. Lazare’s proposed facilities charges maintain the relative
relationship to the Company’s proposed prices, but do not maintain the relationship to
the Company’s costs. The reasons for the Cémpany proposing rates that slightly
deviate from cost are discussed in my rebuttal testimony in Answer 22. Mr. Lazare has
offered no reason why the Company’s proposal should not be accepted, and even
concludes that the Company’s proposed rates “provide more reasonable rate continuity
with the existing rate delivery services rate design and the rate design for bundled
service.” (Staff Ex. 14.0, p. 22) Mr. Lazare’s proposed facilities charges do not
provide the same degree of rate continuity as the Company’s proposed facilities
charges, and should be rejected in favor of the Company’s proposal.

C. Demand Metered General Service

What facilities and metering charge has Mr. Lazare proposed for the Demand Metered
General Service customer?

An examination of Staff Exhibit 14.5 indicates that Mr. Lazare takes the Company’s
facilities charges proposed in rebuttal and scales the values down by a uniform
percentage to arrive at a value that is just below the embedded cost of service (i.e., his

rates recover $7.6 million versus cost of service of $8.2 million). As with Small Use

General Service customers, should the Commission decide to use cost-based rates for
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Demand Metered General Service facilities charges, these rates are present on IP
Exhibit 6.10, schedule 2, item 1, page 5, column 6. The Company’s cost-based rates
take into account the cost contribution of each service level or type. Mr. Lazare’s
proposed facilities charges for this class maintain the relative relationship to the
Company’s proposed prices, but do not maintain the relationship to the Company’s
COsts.

For customers over 200 kW, Mr. Lazare appears to use the same approach as
for the facilities charge discussed above to generate his proposed metering charges. For
demand metered customers below 200 kW, his schedule 14.5, page 1 of 4, indicates
that the existing metering charges appear to be scaled to meet the target revenue level
rather than the Company’s proposed rates. This appears to be an oversight, since it is
inconsistent with his development of the metering charge for the other demand metered
customers. As with the Facilities Charge, Mr. Lazare’s Metering Charges recover an
amount that is different from cost ($5.9 million vs. costs of $5.5 million {see 1P Exhibit
6.10, schedule 2, item 2, page 4)). In any event, the Company’s proposed rates should
be used. The Company’s rates will provide a smoother transition for customers as the
individual demand metered facilities charges are moved to cost of service.

Do you have any comments on Mr. Lazare’s proposed demand charges shown in Staff
Schedule 14.57
Mr. Lazare, for the most part, appears to accept the Company’s proposed demand

charges, with some minor modifications. However, 1 am concerned that Mr. Lazare’s

modifications do not properly consider the revenue relationship with other charges such
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as the Reactive Demand Charge. If modifications to the Company’s rate elements are
needed, they should follow the methodology outlined in IP Exhibit 6.10.

What is Mr. Lazare’s proposed rate for the Reactive Demand Charge?

Mr. Lazare increases the rate from $0.10 per kVAR to $0.102/kVAR despite cost
evidence indicating the charge should be higher. For the reasons discussed later in
response to Mr. Stephens, and in earlier testimony, the reactive demand charge should
be as IP proposed: $0.20/kVAR. |

Does Mr. Lazare accept the distribution capacity charge as proposed by the Company?

No. Mr. Lazare’s Schedule 14.5 takes the revenue that the Company proposed to
recover through the distribution capacity charge and instead increases the price for the
primary voltage demand charge.

Does Mr. Lazare respond to your arguments presented in rebuttal testimony concerning
the distribution capacity charge?

Mr, Lazare responds to the distribution capacity example presented in IP Exhibit 6.13
by stating that it is based on the faulty premise that the only demands that matter from a
distribution standpoint are the peak demands of individual customers, and that this
argument fails to consider the benefits of demand diversity. He further contends that a
low load factor customer may not tax the distribution system if that customer peaks at a
different day or month from other distribution customers, while this potential benefit may
not exist for a high load factor customer with 2 constant distribution demand. (Staff Ex.

14.0, p. 25)
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The problem with Mr. Lazare’s argument is that while exceptions may exist,
they are not common. It would be far more common for customers on a primary
voltage circuit to behave similarly. For example, a shopping mall would likely peak at
or near the same time that a neighboring Toys R Us would peak, even if one had a
different load factor than the other. Indeed, most of the Company’s demand metered
primary voltage load consists of commercial customers, whose peaks are driven
primarily by air conditioning load. The example m IP Exhibit 6.13 highlights the benefit
of pricing using the distribution capacity charge, and likewise shows the limitations of
using the monthly maximum demand, namely, the potential for the higher load factor
customer to subsidize the low load factor customer i1s much greater.

Do you have any further comments on Mr. Lazare’s proposed demand charges?

Yes. The Staff proposed charge on Schedule 14.5, page 3 of 4, for the standby
capacity requirement for primary voltage customers should be identical to the price for
the demand charge at the same voltage level. 1 believe that as currently stated on
Schedule 14.5, it is in error. Also, the “Annual Revenue” shown to be generated by
“Staff Proposed Charges” for the Demand Charge shown in Schedule 14.5, page 3, are
about $626,000 too high (or the “Proposed Charges™ are too low). In any event, the
calculation appears to be incorrect.

How do you respond to [IEC witness Phillips assertion that the basic structure of the
Demand Metered General Service class rates should not be changed in this case, and

an equal percentage increase should be applied to all charges (IIEC Ex. 6, pp. 15-16)?
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While doing © may be a good outcome for Mr. Phillips’ clients, it would ignore the

basis of how costs were incurred. The current rates for demand metered customers are

out of alignment with the underlying cost of service. The Company’s proposal moves

prices closer to cost of service. The subsidy benefiting Mr. Phillips’ clients will not go

away by ignoring the issue in this case.

Please address HEC witness Stephens’ observation that IP’s rebuttal rate design still
produces disparities among service voltages, and that Mr. Phillips’ and Mr. Lazare’s
proposals do not produce swings of this magnitude (Stephens pp. 12-13).

IP’s rebuttal rate design still produces disparities among service voltages because the

Company is moving the rate elements closer to, but not all the way to, cost of service,
as discussed above. One consequence of this partial movement is that subsidization of
the large (over 1 MW) demand metered customer group by small demand metered
customers is being reduced. Reducing the subsidy will tend to create situations where
customers in the over 1 MW group will see an increase over the average, and
customers in the small demand metered group will see an increase less than the average.
Further, Mr. Lazare’s demand charges are now much closer to those that the
Company has proposed. (Schedule 14.5).

Mr. Stephens maintains that the reactive demand charges should be based on
embedded cost of capacitors, not marginal or replacement costs. He continues by
saying that [P’s claim that use of replacement cost of capacitors better represents the

customer’s economic decision is irrelevant because this is not a competitive service.

{IIEC Ex. 4, pp. 15-17} Please respond.
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Regardless of whether the service has been declared competitive by the Commission,
the proper price signal still needs to be presented to customers. Comparing the marginal
(about $0.20/kVAR) and embedded costs {about $0.11/kVAR) indicate that new
customers, or customers with worsening power factors, would cause the Company to
install capacitors at a cost well above the embedded price that Mr. Stephens would
have customers pay. New customers or customers with worsening power factors
would receive the service well below the cost of incremental facilities, and in effect
would increase the total cost to all of the Company’s customers. A better approach is
to send customers the correct price signal, based on cost of new facilities. This will lead
to customer choices that provide for a better use of resources. Existing customers will
not subsidize newer customers. Further, customers with a good power factor are not
harmed, and ndeed may benefit, by using the Company’s pricing methodology, since
revenue from reactive demand charges is used to offset the other demand charges as
outlined in IP Exhibit 6,10, schedule 2, item 3, page 6. This offset means that the
Company does not over-recover its total demand-related embedded cost revenue
requirement even though it bases reactive demand charges on the replacement cost of
capacitors.

Mr. Stephens continues to maintain that the ransformation charges for customers below
3 MW should be the same as the Transformation Charge for customers larger than 3
MW. (IIEC Ex. 4, p. 19) Please respond.

In response to question 31 in my rebuttal testimony I discussed how costs for

mansformation for customers above 3 MW can vary significantly. Conversely, the cost
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of transformation for smaller customers is much less likely to exhibit cost vanability.
Transformation for smaller customers tends to be much more homogeneous. Smaller
transformers are produced and purchased in bulk. Conversely, substation transformers
used for large facilities are often produced to specific design parameters; they are more
wnique and often require significant lead-time to manufacture. If the Commission
concludes that the Company’s proposed $0.75/kW transformation charge is
unacceptable, then transformation service for ;;ustomcrs above 3 MW should be
eliminated and these customers should be required to either rent or own their
transformation facilities, as was formerly the case. Rental or ownership enables the
customer to customize the price for the service to the customer’s circumstances.

Please comment on Mr. Stephens’ observation that the embedded cost of
transformation is $1.12/kW and that this level is different than the replacement cost.
(HIEC Ex. 4, pp. 19-20)

The ECOS of $1.12kW is for all of the Company’s transformation throughout its
system. Many customers require use of transformation equipment that transforms
power from transmission or subtransmission voltage down to the next lower voltage.
For lower voltage customers, this is typically the primary voltage level. Customers will
also require transformation from primary voltage down to the service voltage required
by the customer. The ECOS calculation includes the costs of all transformation and
substation equipment, producing a value that is not representative of the last segment of
transformation that is required to provide service to the customer at the desired service

voltage level. In contrast, the transformation charge is based on the cost of




348

349

350

351

352

353

354

355

356

357

358

359

361

362

363

3o4

365

366

367

368

369

28.

29.

30.

IP Exhibit 6.14
Page 17 of 27

transformation facilities required to convert power from the supply line voltage down to
the voltage required by the customer.

D. Standby Capacity Requirement

Mr. Stephens continues to oppose billing the standby customer three times the demand
charge in the event that the customer’s actual demand exceeds its standby capacity by
more than 10%, and claims that his arguments in direct were never countered in
rebuttal. (IIEC Ex. 4, p. 13) Do you agree? |

No. Mr. Stephens’ argument in his direct was that “Standby customers have adequate
incentive to properly contract for standby capacity. If their generation fails, they need to
be assured that there will be sufficient capacity available to serve their needs.” (IIEC Ex.
I, p. 18, lines 17-19) On page 21 of my rebuttal testimony at lines 439 — 441, [ state
that “Without the provision, the Company believes that customers would have an
incentive to choose a standby capacity value that is lower than what their actual delivery
service needs would be if their self-generation facilites went off-line.” Put plamly,
profitmotivated customers may have a tendency to provide a low initial estimate of
standby capacity in the absence of a provision that imposes financial consequences for
underestimation of the standby capacity requirement.

Do you accept Mr. Stephens’ suggestion that if the three times demand charge
provision is approved, that the charge only apply to the demand in excess of the 10
percent over the standby capacity level? (IIEC Ex. 4, p. 14, Iines 1 -3)

Yes. This was our mtent,

What concerns do you have over Mr. Stephens’ suggestion that the Company and
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customers simply negotiate a standby capacity requirement rather than establish the
customer’s standby capacity requirement at the outset and then review and possibly
reset it every twelve months? (IIEC Ex. 4, p. 14, lines 11-21)

My principal concern is that negotiations will be lengthy, impose an administrative
burden and not result in an agreed outcome. Service may commence while negotiations
continue resulting in retroactive adjustments to prior billings once resolution is reached.
Therefore, I do not agree with Mr. Stephens’ sﬁggestion Under IP’s proposal, the
Company accepts the customer’s specification of its standby capacity requirements, but
the customer is given a financial incentive to develop a reasonable estimate.

Is Staff Witness Haas still opposed to the three times demand charge for exceeding the
standby capacity requirements, even though you have added the 10% demand dead
band?

Yes. Dr. Haas states that there is still too strong an incentive for the SG customer to
overestimate standby requirements, and that the three times demand charge is arbitrary
and not cost of service based. (Staff Ex. 18.0, pp. 2-3, lines 30-56)

Please respond to Dr. Haas’ criticisms.

First, contrary to Dr. Haas’ assertion, the three times demand charge gives self-
generation customers an incentive to accurately estimate and contract for the level of
delivery services that they require the Company to be ready to provide on no notice.
My discussion in response to Mr. Stephens also applies there. However, the 10%

dead band protects the customer against reasonable estimating errors. Second, the

three times demand charge is not intended to be cost based; it is intended to strongly
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incent the $G customer to reasonably estimate its standby requirements. Such tariff
provisions that are applicable in the event of a customer exceeding a stated contract
amount are not new. For example, the Company’s gas tariffs for demand metered
customers (Service Classifications 65 & 76) contain a provision to charge customers an
Excess MDQ Charge of three times the demand charge for the excess demand over a
stated Maximum Daily Quantity. Similarly, IP’s gas transportation tariffs (and those of
other Ilinois gas distribution companies) impose c'harges of $6 per themm if the customer
takes unauthorized overrun gas. Without the three times demand charge provision, SG
customers would have an incentive to contract for low standby capacity levels. In the
meantime, the SG customer would be a free rider on the IP delivery system by avoiding
paying for facilities that were built to serve the custorner.

Has Dr. Haas commented on your proposal to apply a diversity factor to SG
customers’ Demand Charge? (p 5}

Yes. Dr. Haas states that the proposal “could bring Demand Charges applied to SG
customers to a point more in line with the Demand Charges that non-SG customers
would pay based on their monthly non-coincident peak demand.” (Staff Exhibit 18.0,
page 5, lines 104-107) However, Dr. Haas points out additional concems. Mr.
Stephens, in contrast, states that [P’s diversity factor proposal “is an improvement on
IP’s original proposal and should be accepted.” (IIEC Ex. 4, p. 15)

What is Dr. Haas’ first concern?

Dr. Haas states that “two SG customers with identical annual peak needs, but with SG

units of differing reliability, will be charged the same amount of Demand Charges
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regardless of the relative reliability of their units.” (Staff Ex. 18.0, pp. 5, 110-113)
However, this is not a problem. The rate works that way by design. Dr. Haas believes
that these customers should pay a different rate. However, if [P has a customer on one
circuit with a generator that runs at a higher load factor, and another generator on a
different circuit with a lower load factor, IP would not be prudent to reduce the
investment (and load carrying capability) in the circuit with the higher load factor
generator. (Keep in mind that IP has only 9 self-generation customers, spread across
its system of nearly 800 distribution circuits. No two of these customers are served on
the same circuit, so they provide no offsetting diversity benefits.) The Company has the
responsibility to provide reliable service to all customers. To do so, the Company must
plan the distribution circuit as if the SG customer’s generation is off line at the time of
peak, or risk the possibility of an outage that impacts far more customers than the SG
customer.

The fact that an SG customer’s actual demand in a year is less than its standby
capacity does not matter. What matters is imposing a charge for standby capacity
provided to SG customers that is commensurate with the costs they cause to be
imposed on the distribution system if their generation is offline. The Company must
stand ready to provide reliable delivery service to either customer in Dr. Haas” example,
with no notice, at any time of the year.

What is Dr, Haas’ second concem?
Dr. Haas states that the Company’s proposal is insensitive to actual performance of a

customer’s SG unit and thus does not reward SG as a means of peak-shaving relative
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to other options. He says it also provides no incentive to the SG customer to shed load
in the event of an SG outage, and encourages poor load profiles by SG customers.
(Staff Ex. 18.0, pp. 5-7)

However, 1P does not provide a “reward” to peak shaving SG customers
because there are no benefits (cost reductions) to IP. While “a non-8G customer that
reduces its non-coincident demand from one month to the next will see its Demand
Charges reduced” (Staff Ex. 18.0, p. 6, lines 138-139), the non-SG customer will tend
not to have the same degree of varability in month to month demands as the SG
customers. Larger customers, and in particular industrial customers, tend to have a
similar total demand each month. The Company must plan the delivery system to
provide reliable service for the total coincident load for the circuit, which would include
an estimate for a SG customer’s expected possible demand in the event of an outage for
the SG customer’s generation.

Finally, Dr. Haas overestimates the impact of delivery services rates on the total
customer economics of installing and operating SG. SG customers on delivery service
are much more likely to be sensitive to non-delivery service issues such as the cost of
fuel that runs the SG facility, or the market price of power they would have to purchase
if the SG ran at a lower utilization rate.

Please respond to the four choices that Dr. Haas claims would be improvements on
IP’s proposed treatment of SG customers with regard to allocation of demand charges.
(Staff Ex. 18.0, pp. 7-10}

Dr. Haas® four choices are not improvernents. Rather, they are mechanisms to allow
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the SG customer to pay less than its fair share of the costs that it imposes on the system.
The “first choice™ Dr. Haas offers would have all customers, SG and non-8G, face the
same allocation methodology. This choice should be rejected for the reasons discussed
above, and in my rebuttal testimony. The “second choice” would use each SG
customer’s rolling 12 month average of its monthly non-coincident peak demands
instead of its standby capacity. Again, this proposal should be rejected for the reasons
discussed above and in my rebuttal tcstimony.< The SG and non-SG customer are
receiving the same level of service — no-notice access to the delivery system.

Accordingly, each should pay an amount commensurate with the cost of the service that
has been provided. The “third choice” proposes to use the SG customer’s rolling 12
month maximum demand, but adjusted to subtract, on a monthly basis, the demand
registered by the customer’s SG unit meter at the time of the customer’s greatest total
peak for the month. The “fourth choice” is very similar to the “third choice,” but instead
of using the 12 month maximum demand, would use the customer’s contracted standby
capacity, adjusted as described in the “third choice.” These mechanisms still allow the
SG customer to pay less than its fair share of the costs that it imposes on the system. In
months when the SG customer’s generation is running at the time of its peak, the
customer will escape paying for distribution facilities that were built to serve him, and
remain ready to serve him when his SG fails. Further, the proposal produces
discriminatory demand values. Assume that the customer’s generation ran at the
beginning of the month, but not at the end, and the customer’s total energy need

remained at a daily peak of 5 MW, except for one day early in the month when peak




480

481

482

483

484

435

486

487

488

489

490

491

492

493

494

495

456

497

498

499

500

501

37.

38.

IP Exhibit 6.14
Page 23 of 27

load was 5.01 MW. Assume that the customer has a 2 MW generator. Under Dr.
Haas’ proposal, the customer’s demand charge billing would be based on 3.01 MW.
However, later in the month, the customer actually needed, and used, 5 MW of delivery
capacity, but only had to pay for 3 MW. This is a great deal for the customer, but is
discriminatory and a subsidy. Dr. Haas’ “load diversity factor” is similar to Company’s
proposed load diversity factor in name only.

In the event that the Commission accepts Mr. Lazare’s proposal to reject the
Distribution Capacity Charge, how would the Company’s proposed standby capacity
charge be billed?

The Company’s proposal would change only in that a Distribution Capacity Charge rate
would not be applied to standby capacity. The Demand Charge would be applied to
standby capacity.

Does Dr. Haas offer suggestions concemning the billing for SG customers in light of Mr.
Lazare’s Distribution Capacity Charge recommendation?

Yes. Dr. Haas offers five choices. The first four are identical to those described above,
and should be rejected for the same reasons as discussed above. The “fifth choice”
would use the customer’s 12 month maximum demand instead of standby capacity, but
would not include a diversity factor. This methodology presents a technical problem
and a theoretical problem. First the technical problem. If Mr. Lazare’s proposal is
accepted, costs proposed to be recovered in the Distribution Capacity Charge will shift
over to the low voltage Delivery Charge. There will be no separate distribution charge.

For low voltage SG customers, elimination of the diversity factor could make these
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customers worse off than under the Company’s proposal. The theoretical problem is
that, while use of a 12 month maximum demand may provide results that are close to
the standby capacity, it still does not bill for the amount of capacity that may be desired
by the customer. While the 12 month maximum demand may provide a good starting
point for developing a standby capacity, the initial standby capacity may be more or less
than the customer’s historical 12 month maximum demand. The Company’s proposal
allows the Customer to establish a demand level that fits the customer’s view of the
situation looking forward from today. The subsequent annual review for customers who
exceed their pre-set value, allows the parties to revisit the standby demand level and
establish a new one that is appropriate for both parties, if circumstances warrant.
Further, Dr. Haas’ proposed “diversity factor” creates an opportunity for customers to
have delivered more kW than they would be required to pay for, as discussed in my
previous answer.
Did Dr. Haas comment on your hypothetical example presented on pages 25-26 of
your rebutta] testimony?
Yes. Dr. Haas appears to be critical of the example, but states that “SG customer’s
twelve-month maximum demand would be a good substitute for its contracted standby
capacity as a determinant for the applicable billing units for Distribution and
Transformation Charges.” (Staff Ex. 18.0, p. 17, lines 366-369)

However, Dr. Haas does not propose this as his “first choice” if the
Commission were to accept Mr. Lazare’s distribution capacity charge recommendation.

The example highlights the shortcomings of adopting the “first choice” as presented by
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Staff. Dr. Haas states that “overall, the example provided by Mr. Jones, while 2 good
theoretical indication of what could go wrong, is an extreme example and it is not really
relevant to the issues at hand.” (Staff Ex. 18.0, p. 18, lines 389-392) However, the
example does not have to exactly match the actual situation to bring light to the subject.
The example illustrates how other customers subsidize the SG customer. Under Staff’s
combined rate design proposal, other customers will subsidize the SG customer.

Dr. Haas disputes the “insurance” analogy (see [P Exhibit 6.6, lines 457-459), and
provides a specific example using auto insurance to illustrate his point that SG customers
with more reliable units would pay less. (Staff Ex. 18.0, p. 18-20) Is the automobile
insurance analogy appropnate for distribution service?

No. Use of the auto insurance analogy is not descriptive of the situation at hand.
Providing auto insurance presents a potentially unlimited risk to the insurance provider.
A customer who reports too many accidents or gets too many tickets is at risk of being
dropped by the insurance provider so as to limit the company’s exposure to the high-
risk customer. For IP, the nisk imposed on the Company by the SG customer is that
the customer uses the delivery system and contributes to the design peak of the circuit.
Since the Company desires to provide safe and reliable service to customers, it attempts
to build enough capacity in the circuit to serve the SG load. An SG customer that uses
the delivery system once, twice, or 100 times in the year imposes the same cost on the
Company. Frequency of use (claim) really doesn’t matter. Further, Mr. Haas’

&

revisions to the “insurance analogy’” are inappropriate because a provider of auto

mnsurance has extensive historical demographic and accident data to use in classifying its
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thousands of customers into nsk categories and pricing the insurance sold to customers
in each
class based on the levels of risk they present. In contrast, IP must plan and construct its
distribution circuits to serve the load of an 8G customer on that circuit whether the
customer’s SG unit is likely to be off-line once per year or ten times per year,
E. Rider PRS
Mr. Stephens suggests that the Company modify its originally filed Rider PRS to either
(i) provide for both the hourly pricing option (with modifications that he proposed in
direct testimony) or use of the bundled tariffs, or (ii) approve Rider PRS to provide for
both the original IP hourly pricing option and the use of the bundled tanffs. (ITEC Exhibit
4, p 25-26) Do you have any comments?
Yes. The Company was concemed that possible modifications to the original filed Rider
PRS could result in substantial gaming opportunities relative to the Company’s other
bundled service offerings. Mr. Stephen’s proposed modifications to Rider PRS,
especially the inference that the 10% adder to market price be changed or eliminated,
were unacceptable to the Company. Further, Mr. Stephens’ second solution, to have
the Company offer Rider PRS as originally filed and offer the option to utilize bundled
service tariffs, still allows for gaming opportunities, and is therefore unacceptable to the
Ride
Cornpany. Therefore, the Company is withdrawing its proposed-Rade PRS.

F. Rate Design for Revenue Requirement Different than that Proposed in

Rebuttal
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Since the final approved, revenue requirement is likely to differ from that used to
develop the Company’s proposed rates that were submitted with your rebuttal
testimony, what guidelines should the Commission use to develop altenate rates to
recover the final revenue requirement?

The residential facilities charge should remain unchanged at a level equal to the
proposed SC 2 facilities charges that will be in effect on May 1, 2002, The delivery
charge should be set to recover the remaining res;denﬁal revenue requirement, with the
first 300 kWh priced at a rate 1.4 cents’kWh higher than the rate for usage over 300
kWh/month. For the non-residential rate design, the Commission should use the rate
design methodology presented in IP Exhibit 6.10. The combined facilities and metenng
charges for non-residential service should be set at a level that is one-half way between
the current delivery service price and the cost of service. The resulting subsidy should
be applied to help soften the impact of moving to strictly cost-based demand charges,
as shown in 1P Exhibit €.10. The sole exception is the Unmetered facilities charge,
which should remain at $850/month. The remaining revenue requirement for
Unmetered customers should be recovered through the Unmetered delivery charge.
The charges for transformation and reactive demand should remain as proposed.
However, if changes to these charges are made, the resulting price changes to other
demand charges as shown in IP Exhibit 6.10 should be made. Lighting rates should
simply be scaled up or down to meet the new revenue requirement target for the
Lighting Class.

Does this conclude your prepared rebuttal testimony?

Yes it does.




